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PROBABLE DEVELOPMENTS IN CHINA 
SUMMARY , 


introductory Note: The purpose of the follow 
ing discussion ls to present probable develep- 
ments in China which will atfeck U3 interests 
during the next six to twelve months, 


1. Communist military formes are capable 
during the summer months of 1649 of destrag- 
ing all semblance of unity in the National Gor- 
armment of Chima: and before the year is cuk, 
the Communists will have formed a central 
government whieh will sees International nes. 
egnition. 

2. ‘The US cannot reverse or significantly 
chenk thds covires of eventa, nor le there any 
prospect that the Soviet orientation of thus 
Chinese Communists cunt be altered in the im- 
mediate futare, QWowever, during the conilng 
months, developments in China will raise a 
‘timber of problems on which the US may 
either take action advancing, of avold sclon 

mpromising, its interests in Chita and else 
where. Thiet among these are the formation 
of « Communist central government claiming 
international recognition, Communist alms 
regarding Taiwan and Hong Kong, the Cont- 
vmnist need for foreign trade, and US aid to 
ant-Communist groups in Chins. In addi. 
tion, US interests probably will be affected ad- 
versely by the expansion of Communist infu. 
ence throughout the Far East, particularly if 
a Chinese Communist regime gains seats on 
the Par Easter Conumission and the Allied 
Cound for Japan, and sequires; Ching’s 
claims regarding a fihite Japanese peace 
trendy. 





3. biel tkairsigdi hand sprerenn i 
Chinese Communists will be proclaimed as a 
ee but actually will be * Communist 





to be zolidly aligned with the USSR. Tha new 
reginie will honor the GinoGovlet Treaty of 
1946 and its attitude in International relations 
will be governed by the Moscow Une, Tt will 
probebly maintain an unfriendly attitude to- 
ward the US in. particular and all other gov 
ernment that impede the world Cormunist 
roovement, as well as denounce Ching’s exist 
lag international agreements with those gov- 
sfimeants, 

4. Communist armed forces, pow decisively 
superior tu the Matlanalists, will continue fale 
program of dtea-by-area acquisition, They 
areapable of eliminating all effective military 


resistance in the south, southwest, =e 


west by the end of 1956, 


s,s Chinese Communists wil pba : 


not be faced with serious food shortages dit 

ing the next year, Some progress will be 
made in reriving transportation and industry, 
anid the Cotnmiunists will hare a relatively 
stable currency. The Comuutitets’ princigal 
economic problem: in the coming months will 
be that of acquising petroleum, machinery, 
and perhaps cotion, There is lithe prospect 
ot substantial Soviet aid, and domestle mm 
sources must be supplemented by these essen- 
eovery during the neat year will probably de- 
peo on achive Western trade ard close Hea 
with occupied Japan. 


Rote: The oar kan beeper at tie Beporiments of Army, Navy. and the Air Pore 


Kave conewvred fo 


thig report: for a distent of the Intelligence Crganization of the 
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PROBASLE DEVELOPMENTS IN CHINA 


Introdustery Note: The purpose of the follow 
ing discussion ts ta present probable develop- 
gents in China which will affect US interests 
during the next six to twelve months. 


1. Inminant Problems for the US Arising out 
of Developmants in Chine. 
noite, 
ity, during the summer months of 1 
oe canplating thelr campaign in tie Yangtec 
‘Valley, from the aastern border of Ssechwan 
to the sea, and of dislodging the Nationalists 
from Canton and other ports on the southeast 
coast during this same period. ‘Cheir military 
operations in this period will destroy all sora- 
blance of unity In the present National Gor 
ernment, the reninente af which will seek ref+ 
uge in Taiwan, southwest and northwest 


Chink, arin fightabroad, In late summer or - 
‘Comnsndist 


eariy autumn, the Chinese Party 
wilt sonroke a Politica! Consultative Confer+ 
ene to form and proclaim & Communiat-con- 
trolled goverment for all China before the 
“ end of 1949. At that time, Communist China. 
” will contain mere than half of China's people, 
aad, if mot more than half of China's territory, 
at least the larger part of its most productive 
areas. ‘The Communist Garerment then wilt 
sevke recognition as the national government. 
of Chins. 

‘The US cannot reverse the course of the Chi- 
nese abit conflict nor induce the Chinese Com- 
wrundsts ta modify thelr Intention to establish 
& Communist dictatorship orer China. Also, 
there is no prorpect that the US can alter the 
Seriet orientation of the Chines Comunutilsts 
in the immediate future. During the next few 
mouths, howerer, there will ba s number of 
developments in China affecting US interests 
such as: (1) possible Incidents invelving 05 
armed forces, officials, and nationals; (2) 

ting of the Communist-Natlonalist 
strugelé for Taiwan, where 05 strategic Inter 
este ace inwobved: (2) Chinese Communist de- 
dens on Hong Rong and Macao; (4) US ald 
to anti-Comeanuniah groupe in China: 43), the 
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Communist need {or foreign trade; (8) the es- 
tablishment of a Communist conical regi: 
oe international recognition, and: (7) 
2 on of Chines Communist influence 
prec the Far East. 

Th ts lene ted the leaders of the Chinese 
Cominunists desire international recognition 
for thelr regime, and that they alsa desire 
corumercial relations with the West and with 
Japan. These facts may permik the US, in 
the coursa of the next several months, either 
to take action advancing of te avold action 
compromising certain of Its interests in China 
sad elsewhere in the Fer East. 


a, Possible Incidents, 

In fring upon British warships in the 
Yangtre, the Communists demonstrated that 
they are prepaced to risk reprisals In order to 
substantiate their promise to 2 protect Chins 
from “imperialist s., Chinese 
Communist Party {CCP} spar tye 
face within Ching and elaewhers tn Asia by 
this actlon, and it4s possible that the Commu- 
milats will ageln take edrantage of any oppor: 
tunitles which arise for military action against 
foreign armed forces, The opportunities for 
Tocal Incidents invealving foreign officials and 
nationals have become mich more wimercits 
with the OCF occupation of major eliles—as 
suggested by the forced entry of the US Ant 
baseador’s residence by Communist soldiers 
during thelr cceupation of Nanking, Inti- 
dents lyvelving the mistreatment of foreign | 
nationals and the destruction or seleare of 
foreign property are likely. Of the Communist 
regime should regiisst, and be refased reeognl- 
tign, it is highly probable that auch Incidtale 
will multiply, with COP connivance. Of tie 
US should extend further support te the Na- 
Honalists, such Incidents can reach serious 
proportions. 

® Toten. 


There Is no doubt that the OCP desixes to 
exteria its centrel aver the island of Taiwan, 
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& 


of successfully 


to make such an operation 


“near future, when 


where Chiang Eal-ahek is preparing for a last 
stand, hoping to survive until reinforced by 
the US ab the outbresk of a world conflict 
which be believes inevitable, The Commu. 
nist-Matiomalist eattest for control af the 
a eee 
Chiang Ea and bis 
Natlonalist followers will be forced to estab- 
lish headquarters there. 
ibaa nchan jrp Acc plement 





will be able to infiltrate the island, attempt ta 
subvert NaHonalist offcialy there, and explolt 
the widespread native resentment of Nation- 
alist rule, Thess developments will improve 
Cccp chances at iain contrat of Tadsran, 
will assert soverdigaly over Taiwan, and tha 
leaders of Taloanese native gioups i time 
miay sipport them io that claim While ctril 
disorders on Taiwan will probably not be euitl- 
clently soriaus to wrest the island from Ma- 
tHotslisk control, any inviurrestion wie de 
velops on Talwan is Ukely 69 farther the pur- 
poses of Hie OOP. sae 2 een 





inereasingiy dam~ 
aging ciell disorders, wich may ent the atage 
oncopation, 


» for Communist mittee 


US economic ami military ald, shert of 
armed intervention, would probably not sip- 
nificantly assist fhe Natonallsts in holding 
Taiwan, any more than such sid has 
fhe Nationalist caiiss on the mainland of 
China. Taiwan's ecancmic problem is prin- 
clpally that of Natlonalist Inetticlency in man- 
apemienk, not deficiency in, kexourees; and ex. 


tensive stocks of nillitary equipment ere al. 
ready stored on the island. Purthermore, 


such an ald program would make it difficult, 


Communists, in the event that the US should 
decide on a polley of recounttion of a contrat 
goverment established by the Communists 
en the mainland 





& Western Possessions of Hong Hong ana 
Manag. - 

Althotgh Bong Kone, under Gritikh cone 
brol, offers Communish Chine certeln advan. 
tages in foreign trade, matlonaltstic sentiment 
will almast certainly lmpel the COP to press 
fox the rebarn of this colony, as well as Por 
fuiguese Macao, The British Govrergment, 
determined to defend Hong Kong against « 
possiliie Commiunist military assault, is dis: 
wonsiderabls relnforcements to the 


few  Salony, © abiity to meet 
Tilitary commitments dn Evirops and else 


where and to maintzin « strategic reserve in 
Great Britain. fn addition, the WK ty seek. 
ing at least moral sipport from the US tor its 
Hong Kong defense plans, However, Com- 
ditinist military action against Hong Kong 
and Macan, while possible, is not Ukely. itis 
more probable thet one af the early acts of tha 
Commune regime will ba that of initiating 
discussions with the British and Portuguese 
gorernments in regard to the transfer of au- 
cad tr nn il If the UE 


negotiations, the CCP will retaliate, ‘The 
GCP, which presumably does not fear Porta. . 
on ley iat rgd reste arose 


stitutes a serious threst to the colony and. 
‘which will become increasingly active, ‘The 
Communists could cripple Hong Kong by 
fomenting strikes in transportation amd eam- 
munication faciiities, could restrict or out of 
food sapplles from the Chines: mainland, 
could sabotage witer supplies, could eagle! ta 
torestricted piracy apebust shipping, and 
could cttate an exchange rate hetweeti the 
currencies of Hong Beng end Communist 
Ching to weaken the economy af Hong Rong. 
‘The eventual return of Rong Kane to China, 
thereby depriving the IE (and indirectly the 
DS) of a valuable but wilnerable Far Eastern 
haved base, appears probable, but not rwithais 
the calendar year of 1049. 
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d. US did to AntiCommunist Groups, 

The US is the best avaliable source for the 
small atins, artillery and ammunition desired 
by the remaining antiGommunist forces, and 
it may bt anticipated that such ferces, indi- 
vidually or in the name of the tase Gov- 
ernment, will appeal fo the US te supply such 
wet, Ma Fitfang and Ma Hung-kuel, even 
now are localed either aif the mainland or in 


there Is some doubt a3 to whether any of those 
forma, except thove of the two Mas, could 
usefully employ further US aid. Chiang’s 
forces om Talwan already have exteneye null- 
tary 3nd ccofemis resqurces, Chang Chun's 
forces In Stechwan de not neat economic ald, 
Moreover, i¢ is improbable that military aid 
to these fore: can prevent the Commimists 


The Mas of the Northwest (the provinces 


of Ningsis, Ransu, and Tainghal) with the. 
etedaite 


advantages of £ Pi 4, excelicnt 

organization, snd heniy a, ate in the 

stzougest defensive potion sate of the re. 

maining santiCommunist forces in China, 

Moreorer, on the basta af past performance, 
the Mas, as compared with other anti<tom- 

- Taunist groups, would make the most effective 
use of any aid which they might be given. 
However, their bases fn the provinces of 
Tsinghal and Ninghsis are the most dificult 
to reach with US ald, which probably would 
have to be transported by alr, The Northwest 
ares ig self-sufficient in food, and may hold 
out for several yeara even without US aid, 
elther because the Communists will be reloo- 
tant to attack or will favor its development as 
« butler against the expataion of the USshr 
inte China through Sinkdang. 

Overt 02 aid to anti-Communist forces in 
Ching would compromise the maintenance af 
normal diplomatic and commercial relations 
with the Commuunist-controlled rezime, in the 
event that the US should choose te follow a 
polley of recognizing stich aegis, Farther 
more, US military aid te any anti-Communist. 
forces other than the Mas, might welk ga the 





" $ 


way of the bulk of US aid supplied to tha 
Natonaliate-in the pasty the Gonmundets 
Ald of the type and proportions extended 
Kitherto to the National Gorermment, 2t 
best, could delay but will fail to prevent the 
extension of Communist rule though af 


A further consideration is the continuation 
of US ald to Nationallst Ching, as provided 
for in the China Ald Program. With. Na 
Honallst-held areas soon to be limited to Tal- 
wan and the western provinces of China, it 
will be diffieuit bo justify the US program on 
people og a whole. Thi the US would be 
come increasingly Tulnerable ta Communist 
propaganda, attacking the 08 ald progrars as 
designed solely to bolster and prolong resist. 


_ Agee on the part of anti-Communist remnants — 


#, Communist Need for Foreign. Trade. 

Comuitinist tmpoert requirements provide 
the US with « possible weapon against Cam 
thtinigt China. Depriving the Communists 
of essential iraports would retard the cebabill- 
diMiculties that will confront the CCR. Some 
essential importa, chistiy petroleum products 
aud items of capital equipment, can be ob- 
tained In quantity only from the US or UR, 
The USSH, without somes sserifices in itz do. 
iatstic economy, will be unable to supply many 
goods in other cases, and will probably rake 
heavy demands on Chins in exchange for its 

The controls to be wed would prabably not 
be effentive lf they were so severe a6 te be in 
fact am embarge. It is doubtful if the US 
could arrange for concerted support tor an 
tmbargo among the Western Powers, and the 
Communists would gain sympathy and sup- 
port within China by representing an embargo 
as “tmperialis” persemntion. Limited export 
controls on selected comunodities such ag pe- 
troleum and capital goods probably would be 
acceptable to the UK, which has the largest 
economics interests of any Western Power in 
China, and would probably serve US purposes 
Just. aswell as a complete embargy. - 
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On the other land, there are advantages the 
US may fain trom fret trade with Comnruniat 
China, Quid ora quo comeessions, sch an 
regilarization of the position of US consulates 
tn Communiat-held areas of (hing, might be 
abtained, The promotion of commerce be- 
bane. Communist Chinn and Japan, farther- 
mort, in addition to being valuable to China, 
would significantly asset Japan economically 
and thereby reduce the drain of U8 support of 
tie Japanese economy, 


_ f. The Communist Dextre for International 
Recagnitiort. 


‘The Communist-controlied regime will seek 
international recognition ax the Nations) Gov- 
ernment of Chink as soon as 1b fy formed and 
prociaimed—an erent which will probably ce- 
cur near the end of 1949. The attibude of ths 
regime toward the US will be unfriendly, if 
not frankly and actively hostile. Toc the pure 

of thus discttssion, it is assumed that the 


US, when confronted with the Communist 


regime's request for recogoliton, will pursue 
ane of three courses: (1) non-recagnition, Le., 
neither de facto nor de jure recognition for an 
2 definite period; or (2) immediate de jure 

ion, which the Communists presumse- 
bly dealre: or (93 delayed de jure recoguilion, 
ag. eatly.de facto recognition, but « delay of 
several months to a year or mote in according 
de jure recognition, The consequences of 
eaeh of these thie courses of notlon are estl« 
taated briefly below. 

Obriously, the international act of granting 
ar withholding recugriitien would not effect 
any fit change in the ideological hostil- 
ity of ‘the CCF tiward the non-Comimntnist 
world. So lofig ss the Chinese Communiets 
regard the US658 as the leader of world Com- 
munism, aod the USSR regards the US as its 
prinelpal enemy, the comduct of the OCP 
tewerd the U8 will continus to be governed 
by the inbernational Commrunist tne, 23 peo 
ciulpvated hy the USSR, 

Cl} Non Recognition. 

For the 5 to refuse recommition te a Cont- 
munis China would entail a number of un- 
favorable conseqitences, There no prospect 
that the Nationalists can be testored to ait 
thority over any Jarge part of China; tim Na- 


Hionalist leaders, thele authority progressively 
restricted to their place of refuge, ate doomed 
to exile or extinction, In addition, it ts fm- 
probable that many forelen governments will 
withhold for & profonged period recognition 
of the Common ja China; Hous, the 
officlal representatives and private oltizens of 
heb panctal ag 





by one or more foafor powers, would clades 
geats in the UM, eee 
Homs, and on the Far Eastern Counc, end 
would ba supported in its claim by members - 
of such fvedies. Tt ig further probatie that 
tha Communist regione, if the US were to with- 
hold recognition, wauld in tum refuse to rege 
ulariee the position of US consulates in Ching, 
and would even forot tham out of China, 


{2) Pomediste Be dure Recognition. 
Immediate de jure recognition of the Com- 
muntist regina, which almost certainty is the 
CCH s objective, would avold cartels, of the 
adverse of men-recognition. ‘The 
COP presumably would be opposed te any in- 
tevitutional colations short af full de jure rec- 
ognition, because mera de facto recogaliion 
would permit the Western Powers openly to 
suppict antidiommunist dements in China, 
sotlated fn Chinese eyes with fhe 1911-27 
period of warlordism. tinmediate recopri- 
tion, however, would not alter the basie hos- 
tility of the COP toward the US, and might 
even encourage the Chinese Communists in 
thelr arrogant ond intransigent attitude 
toward the 15 are toward other powers whith 
followed the US tead, perhaps to thd extent 
that they would follow the Soviet lead in 
seater the number and location af US 
offices, particularly in Manchuria. 
In addition, immediate recognition would 
prokably oot cause the Communists to with 
draw thelr threat to repudiate existing Gino- 
US treaties, or to fefraln from otietresting US 
policias an internatienal issues such as the 
dapanese peace seltlament. 
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(3) Delayed Recognition. 

Should the US delay, tor a period of several 

suonthe to a year at tare, is aceonding de jure 
recognition te the Conumintlat tegime in 
China, some of the disadvantages of both 
non-recognition and immediate recoguition 
might be obriahet, Sines tha Communists 
ard interested in obtalning de jure recognition 
as spon st possible, they might be inclined to 
discuss, and to resch some head undarstand- 
Land future 





consular offices in Chins, This period would 
aiso afford other Western govermments ati op- 
portunity to bring political and economic pres- 
gure on the Communist regime, Concerted 
action by Atlante Fach powers, which have 
> fndlewted a desire to maintain a common 
front, cam be anticipated Uf the delay la ac- 
conditig de jure recognition fs not prolonged 
fo the point whare {t would become inimicable 
fo their biterests. Throtigh tie period of a 
common trast, bowerer, there would always 
be the pi Leola other aw eepets 
special advan p carly eas wok 

cowl tollaterally vee extend de jure recognl- 
Hon. The Communists can be expected to 
follow, and probably to improve upon, the 
traditional Chinese dip practice of 
Blaying ome. Latigal = another: 

‘gut the Far Fast, 

‘The CCP has indicated its interest fn, unit- 
ing one billion Orientals in x Communist Asis, 
To this end, the COP inditstriously propagates 
the view that Communism iz Inevitable in 
Asia, and that only the Gonumounists are the 

of dsien “independence.” The 
prestige of Comrnicunisi will imereaae set 
mousy as the OCP extends its contral over 
all of China. 

tl} Japan and Kored. 

The GOP has stated that China and Japan 
“ean atid should establish close friendship" 
and has warned that Jagan niust conclude « 
peace treaty with a Commenist-conmtralled 
government of Chiga, The COP te attempt 
img to open trade with Japan, and the Jap- 
nest Communist Party echoes the CCP ine 
thet only “demaderatic” forced can succeatully 
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conduct commercial and political relations 
with China. Im Fores, (ve CCr's successes 
have contgibuted greatly to the contidence of 
the North Horean regime and to the fecling of 
dafentism in the Republic of Kors, Through 
its Dpopieae pruskern Korean leaders, the 
CoP is cipsble of providing significant mitt 
tary acd economic ‘ald to North Korea. The 
opportunity of South Korean leaders te offset 
the development of such an adverse trend ber 
largely passed and it mow appears that South 
eas Gee ee eae: 
ment. Recognition by the Wertern Powers 
of the COD"s regime would be to the adrantage 
of Communist Chiru both Larrea a 
rionileally, Insofar as It permitted trade 
tween China and Japan, De jure ee 
would give the Chiness Conimunists further 
opportunity ta claim seats on the Bar Eastern 
Commission and on the Allied Come for 
Japan, as well as weaken further the position 
of the Korean Republic's government. 


(2) Sovtiieasé Asia, 
‘The CCP is extending its influence thiough- 





cal anid economic influence of the COP in 
Southeast Asis. ‘To withhold de jure recopnl- 
ftom would moke the 2CP's work In Southeast 
Asia gOmewhat more dificult, but the govern 
ments amd the Chins overseas communiiies 
ia that area would pay litle heed ta such a 
legalism, The Chinese communitles will fend 
to orient themaeclres toward the COP as it ac- 
quires control of China although there may 
be significant resistance elements amang the 
oversens Chine, Likewise the governments 
in Southeast Asian will adjust thenuelves fo 
these new circumstances, whether for accatt 
taodalion or resistance. The COP will prab- 
ably not employ military force fo gain its ob- 


’ jeetives in Southeast Asia and it hag na sig~ 


nificant economic resources with which to 
maneuver, Tle suecess in Ching, however, will 





permit strong and unremitting political pres 


_ Sie on Southeast Agia. 


4, Political Stuatian. 

a, Comnunie! China, 

(lj Extension of Controt. 

(aj Present Extent of Commanigt Chine. 
Communist Chios now is divided iba six ad- 
muinistrative areas: (1) Northeast Cains, hay- 

ing an Adriinistrative Council but as yet no 
“People’s Government”; @ inner aya 








arament; (3) North China (Hopeh, potest 
germner of Chaher, eastem Shansl, western 
Bhantung) having a North Chins People’s 
Goremment; (4) Central Plains (Hones, most 
of Anhuel, northeast comer of Hupeh) with a 
Central Plains People’s Government; (5) Hast 
Chins. (Kiangeu and eastern Shantung) with 
as yot no People’s Government; (6) Northwest 
Ching (western Shansl, eastern Ohensi, east 
arn Gulvaan, eastern tips of Hans and Ning- 
sia) with at yetno People’s Goveroment. The 
Communists do mot yet have a central gor 
exument, to that whatever ceatcailzed control 
there is, is exercised by the Central Commil- 
‘tee of the Chinese Communist Party, at prea- 
ant lomated in Poiping, 

(hb) Intentdad Eafent of Communist China, 
Ta its New Year's Message for 1949, the CCP 
stabed that diz armies would oroes ihe Yangtee 
in 1945 end that the Party would coivdke a 
Political Consultativ: Conference to form 
and proclaim a Communist-controiled pov- 
ernment. Without pretending that this gor- 
ernment would actually control all China by 
the and of 1949, the COE statement strongly 
implied that the new regime would nonethe- 
jess eeek recognition ag the national govern- 
ment. Subsequent statements bave relter- 
ated that If ig the CCP’: firm intention to 
extend its control aver all Chine and io de- 
stroy ali significant politfesl and military op- 
position. The CCP has mnrigunced that, in 
the intterest of preserving the manpower and 
materiel resources of the nation, it prefers to 
negotiate a peacetul transfer of imnilltary and 
politkal power wherever possible; bus that the 
Communist armies are prepared to effect such 
transfer of power by military force where Na- 
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Hionalist leaders and forces refuse to cooper- 
abe in & peaceful iniosfer of power. 

* te} Lack of Popular Hecittence. The re- 
sumption of the milltary offensive by the Com- 
murish armies has forced the CCP to offer the 
wer-weary people of Chink some justification 
for this action, Before and during the April 
the COP re- 


ce atthe ae tine Gaining a 
ot ies oe So ee oe ee 





In thelr onder to continue the drive into South 
Ching, Chairman Mao Tse-tung ‘and Com 
meander Chu Teh again seoused the Matlonal+ 
fats of megallating only to gain Dime for « 
comeback designed “to destray the revolit- 
tom.” Although no amount of propaganda 
can perwande the people of Chins that the 
Communists are everything they pretend to 
be, the bulk of the poopis in Nationalist China 
ace probably not disuayed by the prospect of 
a change of gorermment, may even wel- 
come the prospect of Comununiat mule, heller- 
ing that te will bring a greater degree of 
senurity and m lesser degres of exploitation. 

(2) Transfer of Political Authority, 

{a} 4 New Control Government. Because 
the COP bas not formed of a. basi 
tral government asserting authority over ail 
of China, decisions on the question of inter- 
nalonal recognition of sich & government 
thus far have been postponed. Diplomatic 
officials in Nanking and consular officials else. 
where in Communist China are regarded. by 
the local Communist authorities as private 
citizens rather than as the representatives of 
thelt govermments’ This situation is likely to 
continue until the peoclaination of a Com- 
Taunist<controlled goverment, at whien time 
the question of de facts recognition will arise, 
For the mext few mionths, fie CCP will be 
absorbing large numbers of lower and middie 
eshelon Hatonal Government personnel—by 
far he greater part af these officials stay on 
the Job—thus avoiding a complete break in 
continuity with the old order, ‘The OOP prote 
ably will take the stand that, if foreign powers 
wish to continue operations in China, either 
throngh official representatives or as private 
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citizens, Qiey mouat pive at least de facto t renog- 
nition te the regiou. 

(hb) The “Coalition” Pattern, The CCP 
has promised to convoke a Political Gonsuita- 
tive Conference in 1249 to form end proclaim 

a “coalition” government. The Euomintang 
at & Panty ‘will be axciuled from thts ae 
“soaiition.” Tye COP has frankly stated that 
the intended “coalition” government will te 
“under the firms leadership of the OOP." ‘The 
comeept of “coslitica™ derives from the targer 
concept of Chiaimman Mao's “new rgragangea ll 
the name given to the transitional stage from 
today’s “capitalist society ta the later “so 
clalist” society, In structure, fhe “coalition” 
will include three major Hoes! (1) the COP; 
(2) non-Commurdst “democratic parties” 
which follow the CCP ling, such ax the Dems 
cratic League ond the Enomintang Revol 
tonary Comunittes and: (3) “democratic ele- 
meats,” occupabonal and funetional groups 
which invariably support the COPs position. 
While this government will permit some de 
gree of popular participation in the electlos 

of representative bodied, all real power will be 
eontentrated in the GOP, whose fumation it ix 
to “guide* the backward masses, 

(oj Political Consultative Conference. Tha 





Political Consultative Conference will be Eta’ 


, tern and for obtaining apme degree of dotties- 





is sanction for the new regime, just as the 


Political Consultative Conterence held In 1946 
was «a symbol of potential National unity. 
The Chinese Communist Party will convoke 
this Corferance In its own name ond in the 
mani af milnority parties and functional 
groups which follow the Communist toe, prob 
ably in the late summer or early autumn of 


* 


1049, after they have consolidated their con. | 


tral of the Yenptes valley. It is aot known 
whether the Conference will consist of a few 
dosen or several hundred persons: Im either 
tase, the Communiste will control lt firmly, 
The Conference will elther draft and ratify a 
constitution, or, possibly working through a 
ciminities established for that purpose, ditart 
R constittition and set a date for electlons to 


a “sonalitulional cenvention.” Ta the Iatter, 


event, promulgation of the constitutlon and 
fori establishment. of a constitutlenal gov. 


SB 
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Armen, would be delayed usu 1950, In ang 
ease, the Conference will alnply be « rubber. 
stamp congress simimoned to approve i the 
tame of “the pecgle™ policies predetermined 
by the Gommunists while ltr constitation, for 
mally peaviding for various tights, will, in 
fat, bestow oo rights whieh the Communists 
cannot take away, | 

(d) Dowestle Sanction for the New Order, 
in order to gain domestic sanction for the 
Communist-controlled regime, the COP, in 
conjunction with the Pollfical Consultative 
Conferences, will probably exploit the alleged 
adtinttles of Communist dociring and practice 
with the theatres of Sun Vatson, generally 
regarded within China as the “father” of the 
Rapubile. ‘The OCP clains that Sun's famous 
Three People’s Prinelpies~“nationaliem, de 
mecracy, Uvellhood”-—have been more closely 
followed by the Communists thas by the Bouo- 
tmintang, Tt points ta sun's advocacy, in the 
1920's, of “alliance with the Soviet Winton, alll- 
ance with the Communists, alliance with the 
workers and peasants.” The COW may also 
cite the tae at ee 
were adealtted to the Kuomlotang by Sun 
hinasell, and insist thatonly the OOP has truly 
carried aut the terma of Sun's will by ushering 
int thea constitutional shage of government 
wiielh he demanded. ‘The oP will by no 
means deify Gun Yetoen, but dle tradition 
can be very useful in the Party's 





tt) Japan and Korea, The COP, in « 
broudcast attempting to influence the Jap. 
anese stections of January 1949, stated that 
Chita and Japan “can and should ectabiish 
close friendship,” and pointed out that Japan 
mish conclede a peace trenby with «. Com 
tounis-controlied government of China and 
establish econonde and politionl relations with, 
it, More recently, the COP has been attempt- 
ing fo open trade with Japan. There bs Hite 
doubt that Chita will exert economic pressure 
and political influence on both Japan and 
Korea, possibly with 9 view ta subordiaating 
those countrles to itself in « Comnrunist Asia. 
The CGY malntains elisa relations with-Com- 
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muviiat leaders im Japar aed Kores, and there 
is reason to belies that at leash some of those 
leaders are orlanted aa much toward Com 
munisk China sa toward thea USSH. 

Ul) Southeest Asia. Tn recent months, 
the COP: (1) has told the Indonesian 
team leaders that they cannot succeed with- 
out Communist leadership; (2) has denounced 
the Britieh and French a for their 
activities in Chita, Malaga, and Indochina; 
nid (3) bes threatened retaliatlan against 
the “faselst governments of the Philippines 
and Silom tor “persacuting™ oversess Chinese, 
Agsistance to revolutionary xmovements 
throughout Southeast Asia, pressure upon the 
eolenlal povermuments concerned, amd infiu- 
ence within overseas Chiness communities will 
certainly foctuass £8 the COP extends its con- 


ence ‘in woutheast Asia will not be unopposed, 
because of the deep-seated fear of “Chinese 
tmperialisay” in these countries, 
ib) Sinefoviet. Chinese Communist rela- 
tons with the USSH should continue bs be 
extremely cordial In major policy state- 
motte of the past year, the OCP has endorsed 
the Cominform'’s denunciation of Tita, ets 
upon “revolutionary. forces” throughout tre 
world to ante undar Soviet leaderahip sguinst 
“american ieoperialiam"* and promisd that 
Ghing will be the ally of the USSR in any 
Westprovoked war. The OCPs tagtleal pio 
tedtires have found orthodox Justification in 
Lenin's and Stelin's expositions of the princi. 
ples governing “colonial” revolutions, and the 
CCP is now bringing it: policies more nearly 
inte acoond with those of more “zdwanced” 
revolutions. There are points of potential 
contilet between the USSR and the COP.—auch 
aa possible Soviet Inability to assist in China's 
industrisiizatiog, Borles designs in China's 
pease regions, the CCE's intentions toward 
snist tiovements in Aste, and the germ 
pies ‘issue of subservietice to Mogeow—but 
none of these issues scenis Hikely to causa 
serious friction in the near future, The 
“eoalition” povactunent will certaindy give tha 
USSR preferential status in China, perhaps 
hy expatiding the Sing-Soviet Treaty of 
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ij4}——whick the OCP hes repeatedly an. 


dored—to provide lor a high degree of milf. 
tary and economic integration between the 
USSR. and China's border regions. For the 
present, COP leadership appears genuinely to 
feel that China's best interests #ill be served 
by close Sing-Soviet cooperation. 

fe) Sines, 

i) “treitorous* Treaties, The CCP posl- 
tom, in regard fo treaties concluded by the 
Natonal Government since carly 1946, has 
heen that such treaties were concluded with 
out the knowledge and consent of the par- 
Hes—anonge them the OCP participating in 
fhe Political Consultative Conlersnce of 1946, 
and that the CCP therefore does not recognize 
their validity and “absolutely will not bear 
any obligation” for them, The CCP haz 
stated that “all those (ireatics and agres- 
ments) detrimental to the Chinese people arid 
nation, especially those which sell out na- 
tonal rights, should be abrogated, revised or 
Larrea accorilog to the chttimstances.’* 

The Slno-Sariet Treaty of 1045 has bean spe- 


efficalty excluded by the CCP from thoes tres. 


ties which “sell ouf national rights" The 
Bine-U8 trestles which the CCP regards as 
“traitorous” are those which provide for eco- 
noma and milltary alt to the National Gir. - 
errimient wid the statlonitig of US acmed 
forces In China. The CCP view appears to be 
that, first, the posh-LM6 Sino American trea- 
tes are “traitorous shuply headtse they were 
concluded with the UG, the principal enemy 
of world Communism, and, sesend, that US 
econagmic and rollitary aid to the National 
Goverment Was employed principally in the 
struggle against the Coramuniatse, In addi. 
tion, the CCP has indicated its intention of 
repudinting the existing Sing-WS “Treaty of 
Friendship, Commerce ami Navigation” 
(1948), on the grounds that this agreement 
is an instrament of US “lngerialism? In 
Ching. Ia order 14 develop trade with the 
0S, however, the CCP may come ty see the 
degirablity of negotiating a new agreement 
of this raters. 


{0} The US as an Eeemy. As the OCP has 


- Proclaiied the USSR as China's principal 


friend, tha U8 has been portrayed with aqual 
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ferver af Chine’s qutstanding enciny, The 
CCP has represented the US as the leader and 
supporter of all “lua ” aint “peaction- 
ary” forces In the world, ag forcing “bradiar. 
ous" treaties upon China in exchange for 
financing the Natlonalists in the eleil eonsilet, 
ag dinecting the military operations of the Ne~ 
tlonalists and anccuragh +g tooo ta refoct the 
Comuiuistdictated “peace agreement,” and 
ae plotting with forees inside and ontelde 
Chinn to destroy the OCP and keep the Orient 
in permanent slavery, 

While the COP haz understandable grounds 
for resenting the 19 contribution te the Ne- 
tloualists’ military operations, the CCP's pres- 
ent ant-Americanion is primarily dictated by 
the opposite cor ey ie eS ae 


representatives and aici citizens fs Com. 
tmunist China, although not subjected to 
physical violanes, have been restricted in their 
movements and In the discharge of thelr con- 
sular, commercial, or educational functions, 
while the COP is exploiting the WS loss of 
pratige in China and enhancing ite own prea 
Uge by on intransigant attitude toward the 
Westen Powers. The “toalltion” govarm- 
tient will presumably invite US recognition: 
and attempt to conclude commercial treaties 
with the 05 but the COP com be expected 
give aggressive support to Soviet and satelite 
diplomacy,. te contious (ts vigovous ald ieee 
sponsible ant.Americant ¢ to bring 
pressure upon the US to withdraw its nsaiot- 
ance to Nalonallst remnants on Taiwan ard 
to make the work of US diplomatic ntisslons 
dificult, At present, there is lttte chance of 
orlenting the CCP away from the USSR. 

id} Other Forsign Relations, The CCP 
hea edopted am attitude toward foreign gor- 
comments hostile in proportion ta tte degree 
that thos: goveroments are impeding the 
wethi Communist movement, regardless of 
Whether such povetiacnts have or haw not 
supported the Nationalists in the Chinese obvi) 
emiflict, The fact that the TE hay been of 
service to the CCP, in affanding sanctuary 








aud ati operating base to CCP iendersin Hong — 


Fong, did not restrain Conunanist forces from 


eh 
fisting upori British warships in the Yangtze. 
Neither will i} prevent the COP trem deniand- 
ing the retarti of Hong Keng ta China nor 
will it obviate the possibility of giving eupport 
te terrorist bands operating against the 
British fn Malaya, 

The COP undoubtedly intends to deprive 
Portugal of the colony af Macao, by negotia- 
Hons, ff possible, but by military action Lf 
neoneery, The Prench Government hes been 
denounced by the OCP for encouragtig US 
“yr * tt Chine and for its actions in 


Indochina. The Netherlands Government 


hag been slmdtariy castigated by the COP in 
regard to Indonesia, Al other Atlantle Pact 
states have been the targets of COP propa- 
ganda sbuse, both for joining the Pact and for 
other “reactionary” activitles. India, which 
is probably recognized by the CCP as its prin- 
eipat rival for lead in, Asia, is churte- 
tered ax rerdaining under the iniieence of 
Britiah “tmnperialion.” 

Representatives; af the Commonwealth 
countries and of a roomber of European gor- 





* ammiunts in China have expressed a deatre to 


become scoredited to the Communist regime 
soot miler itis proclaimed: These representa- 
tires would fie to regularixe thelr status by 
sect nahage spn pce 
B exp 

interests in, China, ghey have not regarded 
the prospect of a g economic sanctions to 
China with favor and they apparently antici- 
pate profitable commercial relations with the 
new regime in varying degrees, At the same 
fime, the governments of mosh Common- 
waalth and Aflantic Pact nations have ad- 
roitted the desirability of maintaining « united 
tront on the question af recognition, 


& Nationalist Chine. 

Natiqnallst Ching is virtually bankrupt and 
the National Government is in ite Geath- 
Ehroes, ‘The process of disintegration and 
trapmentation is go far advanced as to render 
almost impossthle the establishment of 
functioning government or ever a loasely or- 
ganized coalition capable of offering resistance 
to the Commmtunists, 


‘The National Government no longer tanc- 





‘Hong a3 an organized administration even on 


al 


is 


a& fegional basis, Slace Chiang Kal-shek's re- 
tirement from tha presidency is January, thera 
has been Utte evidence of leadership or cen- 
trad direction of the Government faoting 
President L1 Tsung-jen has little power and his 
effectivetioss hax been Uttle greater than that 
of & wellameaning warlord.) The Executiva 
he has Accomplished little for months: even 


_ The Mationslist spit inte fsctlons headed 
by Calany and Td hay hastenad the prices: of 

nteqration and fragmentation. Although: 
Chlang retired as President without feigning, 
he hea continued to corvtrol armies, military 
ci i sire ancast police, tise 
Acting President Li nominally Heads the Gov. 
ttiment, but, in his. weakness and frustration, 
has done littia else than conduct the abortive 


sure compels Natlonalist leaders to seek refuge 
_ Ssewhere, at which toe 4 will probably try 
tomalniain o governmentin Southwest Ching, 

Chiang Kai-shek controls Taiwan and ad- 
jacent areas on the southeast eaast, and has 
a diminishing infiuenes in the southwestern, 


which is belng prepared as the final refuge to 
ich many Nationallst officiate in Canton will 
Gee when the elty (s threatened iy the Com- 
imanists. Large mumbers of refugees from 
inainiand China are stready in ‘Taiwan and the 
provingisi administration Is headed by 
Chiang's appoititec, Geners] Chen Cheng, Al 
though Nationnliat raja is inerensingiy wre 
popular with tha Oppressed, unorganized na~ 
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"af such 





lve poplilation, the Nationalists probably wilt 
be able to maintain a regional tegime in Tap. 
win for ub least the remainder of the wear 
IMG. The misjor threat to their position will 
tome from mainland Communist farees rather 


sole the recent past, the Wetional ssh 
will be dominated by issuer concerning the TS. 
end the USSR, Nationalist ac ilg- 
pended greatly on US economies wid in tory 
aid, which still continues Ie diminishing quan. 
tities, although no future US military commit. 
ments are in prospect, Despite repeated fail. 
ures to obtain additlonal ald, the Nationa? 
Government and Nationalist regional rezine 
will continua thelr appeals to the US and claim 
that such ald will be used to resist the Com. 
Titinists, . 

In Taiwan, the Nationalicts have an impor 
tant bargaining point, Aware of US Interest 
in that ishand, they will present themselves as 4 


fact that ‘Talwan's status has not heen forma 
ized by conclusion of a peace freaky with, 
Japa, ; 

The National Government will strive to keep 
its international status despite its growing 
weakness. Onpending chiety on what future 
Communist policies may be; that status might 
not be seriously challenged for several months 
and forelgn recognition of the National Gov. 
frmment will probably continue eo long #4 it 
Stays in Canton, 

Chiang Hal-chek and other Nationalist lead- 
erg be tiga piory et the USSR, btn 
they feed Is at least pa iy responsible for th 
tiisfortunes, ‘The idea of Sppealing to the 
UN has been seriously considered in Netional- 
ist circles and the matter may be brought up 
again before the Natlonalints lose thelr Inter- 
national status, If made, this Maeluver would 
be acecmpanied by denunciation of the Sino 
Soviet ‘Treaty of 1944, Boverning the states of 
Manchuria and Gober Mongolia, : 





While such antagonistic measures might be 
directed against the USSR on the one band, 
the Natlonal Government might at the sume 
Hose effect an apparent rapprochement with 
coon Union and conelude agreements ine 
Wuiieie nauk the Northwest provinces, 

to tts last stages of existence, Natlonallst 
Ching imay turt its wrath against the US. 
In Natlonalist thinking, the 1S Je tergely re- 
spansiile for the Yalta agreement, and the Ua 

policy of mediation in the civil war 
and tatermittent limited assistance hawe fa- 





+ gititeted the Comununiss @lumph, Such fecl- 


tugs will be intensified {f the US refects further 
appeals for ald acd ibemcinahas gee aie F 
nizing a future Communist inated Chi 
noe Goverment, 
3. Military Sityetion, 

oa. Uenernd Strategy, 

The obfective of tha Chinese Communist 


forces Is the elimination of all antl-Gommunist 
armed resistance in Ching. ‘To attelo this ob- 





jective the Chinese Communist Party has em- - 


a darbaecplracborn. Beartarey barron Aree 
& medium of realizing their pollMeal abjentives, 
Communist control over the remainder of 
ee ae aun 
areaby-area program of military sequisition, 
dictated to » lunge degree by the state of thelr 
ee ener adninistecing these 

ge remaining Nationalist or anti<com- 
munnist forces Hare now adopted the siratecy 
af avoiding decisive military action, while a4 
the same tie abtemmting ta deny tercitory ta 

the Chinese en eee 





Ee | 
fol of the best Natiooaiist armia, the COP 
la new ia the process af consolidating its recent 
virtually unopposed military conquest of the 
Yangize valley. Ta consmpuerice, Communist 
armdes, free to mecelerate thelr movements to 
the south and the weak, appear to be beaded 
toward Korangtung, As slewhere, however, 
the speed and maguitude of this operation 





B 
probably will be ited in some degree by the 
abilities of the C&P polleal ongenization to 
assume the additional administrative respon- 
aihiities 

Recent COF victories hav brought with 


them the new responsibility of protectiug com - 


minndeations, urban life, and industry, Conwe 
quently a considerable portion of OCR most be 
ilised fo garrison “lherated” areas and 
tiaintatn Hines of coromunication, 

{7} Strength and Disposition of Commeanist 
Ground Forces, 

The Communist regular forces comprised of 
the Held forces and Military District 


% 


now total approcimately ge (see Table, 


p. 14), thug giving the CoP 
merical superiority over the Natlilists in 
combat strength. ‘These regular foros, par. 
Heulssis the field forces, are characterized by 
good leadership, good equipment, high morale 

and discipline, as well as exceience in intell- 
gence and the employment of propaganda, 
In addition to the tegulars, there are breguiar 
forces, known as the People’s Milltia, generally 
local in character and function, tatelling per- 
haps 2,000,000. Such forces, on occasion eri 
the past, have supplemented the regulars dar- 
Ing a campaign. In the future, they will 
probably be occupied largely with the trak of 
policing OOF atess, A third potential source 
of manpower comes from Nationalist toon: 
which have fulton iota Communist hands, Of 
these, approximately 90,000 have been inte 
grated Inte the CCF, Communist regulars 
will also be greathy assisted Gy their drive 
south hy dissidents, bandits, and Irregular 
Comnninist bunds, already ht control of wide 
rural stretches in the southern provinces. 

(2) Air Pores, 

‘The Chinese Contmiunist Air Force made ie 
first public appenrance during 1049 May 4 
celebrations in the Mukden ares. Goth S25 
and FSi Expo elverett perticlyated $6 the ais 
parade, The Conimunists are known to have 
obtained by defection or capture at least 38 
operational alrcentt including bombers, fight- 
ars, transports, and trainers. ‘The actual. 
wiumber of pliot defections fs believed fo be 
stibstantialiy greater than the 20 known cases 
aithough the Communist claim of 2,000 is can- 


® decisive ou * 
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: ORGANIZATION OF CHEESE COMMUNIST FORCES, 26. HAY 19 
* few Ualt Designation Old Unit Detonation Commander Strengths Avene 
Ist Weld Anny Northwest People’s Feng Teh-hual 138,00 | Shanat-Shenes 
Ped Anny Gentral Pinlas bee es Liw Po-cheng $21,009 Yangtze ond 
tnd Field Arms sakral Plates People’ : 4 ¥ . 
4th Field Acmy Norteast People’s « Lin Plan Te0000 Wangtte and 


; . _ ebertion, Army - Novth China 
sth Zisld Acmy eee cine Peiple’s Rich Jung-chen 75 North Ching 


ae oa e $5,000 South China 

. Fegular Forses ‘toter “ 3.007,o00 

Carson Méromatsr ‘Trower: Only the approximately Suakely W000 troope ta the tilts enumerated above have 
order ie. 


toope of the vx dfecallt ont a ca Ti Alege ls ad Hen alt 

Eiueps.of the ex-Hatie : oh, Ska and Heh ae Hth and eth Divisions ¥ i. 

gate total pi apoticimately i,000 troops, s = 

sidered to be greatly exaggarated. Thera is munists. ‘These erett, plus merchant ahip- 
no evidence that Soviet aireratt observed in bing whieh may be captured or otherwise an. 

CCP ace of Menohurin, ray pn here in = quired, will es the Communists with « 

any iat a ivanstent capacity, | Communist = prowing capsbil for shart over-water epera- 

aitctaft have been used in the combat arens toms, 

fiid lack of aviation tuel will drastically mit (4) Lopistics. 

She COP capability for slr operations. The COP, hitherte almost solely dependent 
(3) Navy, ; : on animal transport, makeshift machine-shop 
The CCP has acquired by defection and cap. argenals, and *aptured Nationalist stores tor 

hire upwards af 63 Nationalist. naval vessels, logistic support, has now overcame this earlier 

The following is. breakdown, as to types, that handicap, In addition to rourtieclars Japa- 

f be apera allonal in Communist hands as of nest stockpiles turned over thom in Mian- 
St May 1949: churia during iM546, the COR, having cap. 
- acs , dined tramendous Natlonalist stocks which 

i Mieeneeper (i)? Mita largely US-stppled now eno en 

% Cone ts (PG) ority ne mutterke! oper the Nationalists. Tn. 

1-Repalr Ship, let (ARE) Sddition, the CCF has aoquixed mast of the in- 

1 Iechreaker (AGH) dustrial centers of North and Central Ching 

1 Landing Ship, medium {Leu} incloding the Mukdex arsttial, which alone 

RI Landing Craft, Infantry (ey Produced acing 60-76 percent of the total Na. 

17 i fharges Honalist ordbance output, This and other in- 
It Armed mitorboats staliations taken over by the COF can supply 
14 Smailt patrol boats all the ntwterisl needed for future maiatand : 

Por the most part, crews of the foregoing crags operations, Th place of horse-cart methods of 

and thoee of other naval cratt which have bean supply, the Communists now control and are 

disabled or destroyed are available to the Com rapldly rehabilitating ranst of Ching’s rail and 
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water transport net. A nerth-euth pail tine 
{rom Manchuria to the Yangtee has already 
beet opened, 

a. dati-Communist Anmed- Forees, 

Tie Chinese Matlonallst armed forees, al- 

though deleated hy the Communists and lack- 
ing eohesive command structure at present, 
were oot beaten by the sheer force of acme. 
Wery few major battles, such as those witnes- 
sed fl World War 0, were fotight. From the 
resumption of Natlonslist-Communist hosiili- 
Hee in May 1946 until Boptumber 1948, the 
Chinese Communists employed guwerrilia tac- 
ties of hit, ruln and ran, with resultant minor 
ut effective actions, In September 1949, the 
Chines Communists stormed Nationalist ‘Ta- 
non, where, much to the Communists’ sur 
prise, key Nationalist defeetions brotght about 
by tie disintegration of local troop morale led 
to the collapse of government resistance. Tha 
debacle ab Tsinan established the pattern for 
subsequent defections: from Seplember 1948 
te May 1949, a rising wave of mass at igh 
sel-outa, and genernl unillinguess t 
swept through the Mationallet armed forces. 
‘The defeat of the Chinese Hatlonalist Ary, 
therefors, can be attobuted basically to 
ternal decay. Although the pros ov ficial of 
over-extention of forest contributed fs part, 
the basic reasome for Natlonalist defeat were, 
aud continue to be: (1) army prep a whieh 

incompetent offeers in poti- 

tions of high comumasid; (2) the personal cam. 
mand of all combat areas exercised by Chiang 
Kal-shek, whith prevented independent tactl- 
eal action by Reid commanders; (3) accclerat- 


ing sconomle decay, which resulted in inade- 


quake pay, ood, clothing, amd equipment for 
the troops; and (4) graft and corruption, 
practiced by senior officers at the expenses of 
their troops. 

Tn consequence of these cquditions, Mation- 
alist morale distnlegrabed from top bo botton 
iid Mationalist forces fost the all-important 
“wil to fight.” Natlonalist armed forces, te 
day, have ctused to be an organized, cohesive 
and centrally directed military machine. They 
tw exdet af a group of widely semttered, dis- 


organized, and uncesrdinated tegional anti 


Comauulst “sartord” forces, 
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(1) Strength and Dieposiiion af Nationalist 
Ground Forces, 

_ The strength of the remainiog antl-Commn- 
nist armies in China idtals anproxinately 726. 
OM regular combat troops. In addition, there 
are some SOG000 service troops dlenersed 
throughout the remeitiing areas of National. 
ist opiration (see Tabla, p. 16). 

The “combat forces Usted fb the movori- 
penying table include #2 high pementage of 
poorly tralned and Ul-equipped provincial 
levies. Not included are an undetermined 
number of local (Peses Preservation Corps} 
troops. 

AL present, thers are basically four segarate 
centers of potential anticommunist resistance 
ta China. These are; (1) the southeast (in- 
eluding Taiwan) directly under Chiang Kal- 
shek-—appredmate slrength, 200,000; (2) the 
southem provinces of Riwangtung and Rowang- 
a, moder id Tenogden and Pal Cty ie 

strength, 200,000 plus; (3) the 
southtwast, under Chang Chim (possibly in- 
cluding the troops of Blu 


* proximate strength 2250003 and (4) che nortn: 


west, under Ma Purfang and Ma Buag-kewel— 
spprosioate strength, 100,00, 

{2} Air Fore, : 

The Nationalist Ale Fores cote dastes 
100,000 men and approximately 1000 alrcratt, 
of which 60) are reportedly operational. The 
‘potential of tha CAP has also been reduced hy 
losses through defection and capture, Five 
aixtha of the CARs tobal of 1,000 atroraft have 
bien transferred fo Tabran. Because af 
tialnteniance dutcultios and operstional ax- 
elidenta only 35 porcent of the operational air- 
orale are effective. The mails of the sir 
fortes, although somewhat higher than the 
ground forces due to differmnces in pay seales, 
fs sll very low, © ly, COP propa 
para hes found and contoes to find 2 rm 
ceptive audience in the ranie of the alr force 


(3) Nau. 

The Nationalist Navy, lately seakened by 
the lous of upwards of 63 craft (of whieh at 
feast a light cruiser, destroyer eseort, and a 
gunbest have been destroyed or disabled) has 
approximately 180 ships, not iseluding harber 
eraft, and about LO men. Mary cotale, as 
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Strength. 
i S50, 008 * 

Pal Coung-he 130,000 

$75,000 
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Lopaity 
Chiany Eeleshele 
Li Yrung-fee 


Sretent Area 
Bakr. « 
Himan, Kwengal 
Bowth Shenat 


Pudiara (Fy 
Publis, Taternn 
Szeeh was 
Horthwest 
Talwar (Fs 


cba Subject to revision wher Nationalist withdrawal trom Shasghed by cinelied—jaxt estimais of 


' pics Msnking-Shanghad ance. 


was 1000, ‘The other troops ander Tang (isd000) are wittdcawing southward 


* Number could be augmented by Nationalist withdrawals trou the mainiand, 


ia the other services, Is extremely low and 
Commitmist infiltration of the navy continues, 

(4) Logistics. 

The Nationalist fleld forces have been de 
Plsted in nuribers and deprired of the larger 
equipment. Thelr central supply orgenizn- 
Hon is now defunct and, more important, their 
central bs org fram which, uprifervtris 
replacement | Previously been obtained, 4 
how non-tristenk The Nationalist feld com. 
manders find themselves facing logistics shnl- 
lar to those encountered by Communist feld 
cOnMAnties & peHr ao, The Nationalists 
katist now depend largely upon thelr own pri- 
vate resources and ingemity for logistic Stipe 
port, The antlCommunist forces, largely 
confined to marginal regions, will old only 
Pwo artas which can presently contribute sub. 
stantial logistic support. These are Seach. 
wan, with some 13 major arsenals as well ay 
wel agricultaral resources, and ‘Tatwan, 
Taiwan, which produces an agricultural Star 
plus, has lately received Ua military aid lige 
ments as well as arsenal listelletions trans. 
fetred from the lower Yongtee Valley, 

The northwest, te contrast, requires air 
Supply, and the entire sweep of southern 
Ching Is incapable of supporting latge armies 
and Oroad-scale military operations dver an 


south and southwest ean be kept open only 
to long es the loyalty of the people in 
Rreas 15 retained, 

d. Pretend and Future Operations, 

‘The objective of the latest Chines: Commu- 
bist offensive, begun on 20 April, is to secure 
the lower Yangizo Valley from Szechwan tothe 
Sea and af the come time drive « wedge deep 
foto south China ta onder to separate the forces 
of Pal Chung-hal and Li Tsung-jen in Rowangst 
from those of Chiang Kat-chek in the south 
seat. The southern drive on Canton aed Foo- 
chow, suditionally, will accelerate fragmenta 
Hon of the Nationalist Government. by forelng: 
further flight to Tabwaa or Chithgking or pos 
sibly to both. 

The prittary Communist objective probably 
will be realized by the end of August. At na 
tints from now-on can the Nationalists be ex 
pected t6 put wp mom then token féshktance, 
ainee thelr first coticern will ba withdrawel of 
thelr remaining troops intact to Talwan and 
the tore remote areas of thé southwest, by 
the end of 1949, tg Cottsequende, the Chinese 
Communists probably will exercise railltary 
control over all of mainiand Ching trom Man+ 








ehuria south to Be ung and trom the 
eastern border of Szechwan to the sea, 


C1} Cormmurist Miitery Problenes, 
Alfhoursh the Communist forces have all 
she advantages at present, when they move 
' eliminate the last mreas at they 
new probless, The 
Communist arnoles ‘will be moving into ex- 
tremely rough modutalnous terralg in thelr 
drive to the southwest and the northwest In 
onder to support their cceupation armics ade 
quately, they must of Socepenmd greatly extend 
thelr Ines of supply and commenication inte 
these foodiaficlt greas. Although Comau- 
nist forces will ba greatly assisted by dissl- 
dents, bandits, and irregular CCP bands in 
particularly in the northwest, be moving into 
a great expanse of territory where the local 


alse face the problem. of how to feed, clothe, 
indoctrinate, and otherwise dispose ll a 
or defected antlCommenist 

The noqulsition of Taiwan pee another prot 
tem for the CCP: The Communist armies have 
no. amuphibicns experience of training, At 
present, they tock the requisite shipping to 
undertake an attnult on ‘Taiwan, The lnck 
of amphiblous experience. moreover, may force 
the CCP to be satisfied with Lasher eeaiipad 
polltical methads of underground ar! 
accomplish thelr comyoest of the island. 

Perhaps the largest Fpechanen facing the COP 
les in preventing the military machine from. 


outrunning thelr ebilities for political con- . 


eolidation. ‘To Halt Ghelr victoviouws armies 
would not only belie CCP propaganda but 
would probably shake troop morale from top 
te bottom, Overall success, therefore, da- 
pends upon the maintenance of avery delicate 
balaste bebween CCP military acquisitions and 
political preparedness, 


{2} Nattonalist Prablenss, 
Prottems currently facing the remaining 
Nationalist Armed Forces appear te be insur- 


motintabie, The presenteentrifugal tendency 


in Mationalist China ls a recreation of comdl- 
tions once almost nation-wide, which the sur- 
viving warlords understand well, but which 
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wukes central planning and controt virtually 
impossibla, The r Nationalist troops 
are desperately In need of Teequlpping, re- 
training, re-vitalizing, and : under 
a competent and effective central Comma, 
Ti appears unlikely that these basic National. 
portly labresemipeos Pte neatly, ant 





military nuachina, Even if lé ‘Were possible ty 
cure existing military ills by means of oubside 
, Superficial relorins would be tocifec- 

tual unless the ailment ts also treatad—the 
froapy titst be re-instilied with the will io 





fight. ‘This can only be secomplichad 
ing the troops {n accordance with eoat 
living, by feeding and Oe te pes Lalas 
ght for an ceva iene 
‘Or. osetia ees 

present conditions The OCP, therefore, can 
and probably wil ttadicate afi 0d alk tm 
gional antlGoemmunist resistence 
whenever if chooses tarda ao 

tb) Communist. The COP ts currentiy 
capable of launching simultaneous roms: 
to et the south, southwest, and northwest and 
ciimingting all effective military resistance by 
the end of 1950. However, ta view of Com- 
intinist logistic and morale problems which wi- 
daubtediy would. result from too fast a tales 
over, She COP will probably continnes its me. 
thenical area-by-aren conquest and it may be 
2 to 3 years before the final Uquldation of all 
anti-Communist téstanee la China, The 
south and southwest will probably be the first 
two entries on the OCP military time-tabte and 
the coup de grace reserved for the Mas in the 
Northwest, 


a, Foanwente Situation. 

a, Nationalist China, 

The esonomie activities af the National 
Governmnent in Canton and of each provincial 


government (except Talwan and Szethwan) 
are largely conlined ta the search for suiiedent 
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gevenue to malntain their military and polltt. 
cal power. E¢onomir and commercial paral- 
yets Hirgughout most of nondommurnist 
China bas pauperized both the National and 
most provincial gorerrunents, 
ernment at Canton is desperate, Th bes auf. 
fered from « serious decrease In reverie be 
eanse of its inabliity to collect taxes, the wide- 
and the virtual elimination of customs daties. 
In addition, State-owned Industries and e- 
terprisce have largely ceased to operate and 
the profits of many remaining plants are no 
longer avallabla to any but local political ad- 
ministrations. Heserves of gold and sllver 
stil under Canton's control are very Hmited 
and most provinelal governments are feported 
to be tit a slenllarly serigys Gseal situation. 

While most of now-Communiset China is im- 
poverished, Szechwan and Talwan are excep- 
tions. Both areag possess # relatively sound 
economy, Other important Nationalist as- 
ate are a considerable ainount of coastal and 
qesan shipping and the gold bullion In Tal- 
Wall. . 





& Communities CAtie, 

if) Internal Probiems. . 

(a) EZoonomis Objectives. The Brst eco- 
nomic objectives of the Communists will be: 
(1) the wequtgition of all assets owned by the 
Nations Garernment and “bureaucratic cap- 
italiste*: (2) the preservation of govern 


mental financial and comercial lastituvians: . 


aad (3) ebtaining the support of productive 
slomenta of society, ‘The Mattonalist assebs 
jeast accessible to the Corumunists are the 
thres million-odd ounces of gold controlled by 
Chiang Hisiaiek, the orereag assets and 
hotdtngs of the Government aed ite ‘war crim- 
inal" officials, private holdings and the million 
tones of shipping mow in Nationalist hands. 
tt is unlikely that an appreciable amount of 
industrial plant wil be removed to Nationalist 
areas, and the Communists should iaherit Na- 
Honalist industries largely intact. 

{b} Food Problams. While the possibility 
exists that the Gonmmunists may not be able 
io overcome the war's discuption of marketing 
facilities in a short time and that Manchurian 
surphusis may be preempted by the WSs, 
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no starvation ls expected in Communist areas 
before the Jone horreste, exeopl im some 
oxied or wardesctated localities, 

Altiough: the coastal cities long have im 
ported rice, grains and vegetable oils, because 
of the high costs of transport from inland 
arent of production to coastal consumption 
centers, there da probably enough food in the 
Yangtze Valley to supply these cites, if the 
CCP can solve the problems of collection and 
distribution, 

{0) Deselogiient of 7 ation and Ine 
construction has begun ts indleated by reports 
from, Mancluitia, ‘Isinan, Feiping, Tientsin, 


‘and many towns: in North Ching which show 


that the reopening of industries and ralicoad 
reconstroction in liberated towne {5 a high 
priority tusk. Shortages of raw material, 
power, and skilled labor will continie fo limit 
Communist development of industry after 
but, with the exception af petroleum and pos- 
sibly cotton which must be imported, there 
will be sufficient resources ta run most exizt- 
ing industry at a high level of capacity. 

‘Tie need for petreloum in Central Ching 
will decreage sg coal becomes avaliable in 
larger quantities ad as such large oll con- 
SUMers as power compantes are reconverted 
to coal. Domestic collection of cotton for 
textiles, Ching’s chief industry, wil] be large 
and, together with present stocks in Shang- 
hal, showid be nearly adequate for this year’s 
needs. Rehabiliteted railmads, together with 
captered junks and barge on the Yangtet 
River and its tributaries, showld provide ade» 
quate Intermal transportation for essential 
marketing purposes. 

{a} Gaining Supgert of Productive Ble- 
ments, The OOP will try to gain the active 
support of productive elements in the middle 
classes who may not yeb be entirely convinced 
of the bountiful life which is promised under 
the Comminutist arder. The Communtsts have 
declared that taxes most not he confiscatory. 
that governmental enterprises harmifnl to pri 
wate enterprises shall not be permitted, that 
wockers mush not demand excessively high 
wages, and generally that all means will be 
nilised te encaurare private indushrisi pro- 
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While these promisey have largely 
unfulfilled, they have gained wide 
support for the COP among Shanghai and 
Nanking businessmen. Among the middie 
classes, those most actively wooed by fhe Cams 
tyuniste ara the technicians, They are of- 
fered bigh pay (in Mukden reportedly twice: 
shat of government officials) and the chance 
Cour avters in China's seconstructinn, The 
OOP has apparently galned the support of re- 
sponsible technical and managerial groups in 

Urban workers and the farmers may not be 
as strenuously recruited, bath because their 
support bs already assumed and because ins 
creased rewards to the middly classes must 
frequently be made at the expanse of the 
lower incomes groups. While continued Up 
service Will bo paid to better living staniards, 
workers will be told that, ag the “ r 
political group, they must carry the burden 
of economic reconstruction and development, 

imilarty, few promises, other than reduced 
gents and Interest rates, may be made to the 


duction. 





tenant farmers, sinex landionds have dlready — 


been promised that the country ts tos “bark. 
ward acotomicaliy” for foomedtate dristic 
land redistribution, 

ie} Financint and Commercial Problems. 
the eutablishinent of internal francis! sta. 
bility and the resumption of domestic eorg- 
merce, The lack of financial experts will seri- 
ously hinder the Communists in the estah- 
lishment of a stable and Pexibi= rete 
whieh wii be adequate for the commercial 
arid industrial neeia of North and Central 
Chine. Conditioned by the recent National- 
ist eXietionce with paper currency, the Com. 
taunists in the imunediate present may con. 
tinue to rely on a less flexible exchange eye 
tem based on barter and tax payments in 
grain and other commodities, To data, the 
Comrounists have been sufficiently successful 
in collecting agricultural output, which has 
Provided them with a substantial souree of 
reverie, 

Although transportation and niarketing 
diMeultles will hinder domestic trade, both 
stale and, to a lesser degree, private comumeice 
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has been encouraged by the CCP’, commer. 
tlal policy and probebly will continue te ba, 
“Liheration” of the Yangtze Valley wilt prob. 
ably yield ta the Communists ihe huge col- 
lection-andeale apparatue of the Central 
Trust and other National Government Agen 
ties, thus menforeing and firmly establishing 
the Communist state trading base, 

Purther, CCP acquisition of the Yangtee re 
Bion will be an teiportant fackor in curing 
the present paralyals of internal commome 
by restoring the normal integration of the 

(2) External Problems. 

(a) Reguirements ix Foreign Trade. Pe- 
troleurn, cotton, and the raliroad, factory, and 
Power equipment needed for teconstruction 
are tie principal imports that the Comun- 
ists will require during the next year, In. 
adequate amounts of any of these items will 
Seriously hamper economle reeovery. Fuel- 
oll requirements can be met in part by the 
substitution of coal, which should be avail. 
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: rela enrigily and 10-12 miliioa 
barrels would prohably be a anim con- 
tinulng annual requirement, with full utiliza. 
ton of coal and with no increase in the level 
of economic activity, 

Reconstruction requirements for Ching are 
chormous, A minimum reconstruction pro 
gram, calling for rebailding China's prewar 
itidustry atel rilroads and perhaps one-half 
oF Manechuria's peak industria mipadcity, 
would require imports af WS $300-$500 mititan 
tn China and a similer amount in Manchuria, 
The butk of the expense would be for catlroad 
equipment; the remaindar would largely ba 
textile, mining, and power machinery and 
equipment, Reconstruction offers special dif 
Aeulties ta the Communists since stibstantial 
Credits or investments trom the USSR are un- 
Hkely and. there are severe political obstacles 
in thé way of Western investments In. the 
text fow years, the Chinese Communists will 
be confronted with the problem of paytar for 
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thetr rehabilitation through their own efforts, 

(h) Trade with the USSR. Soviet damina- 
ten of Me 
directing the course of China's foreign trade 
{to the text year, The Soviet Vinton will con- 
tows ta take most of Manchurta's grain and 
soybean crops fo meet the detictle of editte 
oils throuptiost the USSR and of food in the 
ports from Marehuria, may well be in excess 
ot TS $100 nullion annually, st world market 
press. In China Proper, the SSR does not 
have the same dominant position with respect 
fo foreign trade that it enjoys in Manchuria. 
The foreign trade of China Froper ls more 
likely ta be directed to the non-Goriet oqun- 
tries because of the limited market in the 
USSR for such important Chinese exports as 
bristles, processed eggs, hawlierdits, and coal. 

‘The disadvantages te China of the Mun- 
chorlan trade with the USS derire largely 
from the cheap monopoly price that the So. 
viets have been able to obtain on soybeans, 
the chiel Manchurian export. Through its 
comtrol of the Manchurian railroads and the 
port of Dairen, the USSR has bean able to 
prevent the export of Manchurian products ta 
world markets, Necessarily, trade with tha 
Soviet Unon on such unfavorable terms tends 
to impale China's abliity to finance jer 
essential import requirements. In Ching 
Proper, the Communists will be freer t¢ maxi- 
mize thelr return by directing thelr exparts 
to whatever country offers the highest prices. 
Exports to nandaviek countries will provide 
the Chinese directly with the means needed 
to chtaln essential imports, such as petroleum, 
talroad equipment, electrical and other in- 
dustrial machinery, and chemicals—products 
which can ba obtained from these countries 
tiore readily than from the TSSk., 

ic) Trade with the US. ‘The advantage of 
COP trade with the West and with Japan lies 
its tha character of Ching’s import require. 
ments and ber export markets, These ad- 
vantages partloularly apply ta US trade, 
which, i the postwar period, has been the 
largest of sny country's with China. 





Mandhurka will be «= majer facter in 







The US qnuld be a major sauces for petro. 
ietim, cettain types of capital equipment, and 
vehicles. If the US alone were excluded 
item trade, Japan, the UR, and other West. 
ern cointzies might All a portion of China‘s 
reconstruction, needs but it is unlikely that 
iiese contrieg cam make stiicient capital 
goods exports in the next year to satisfy ail | 
af China's requirements. 

Not only will China probably be forced ta 
depend on the U5 for essentlal imports, but 
the tarkel for many Chinese commdities, 
such as handlorafta, fung ofl, and animal 
produeta is determined by 1S demand. Were 
the US market eliminated, China's exports 
would be reduced substan tally, her export in- 
dustries depressed, and her ability to pay for 
needed imports prestly restricted. China's 
chances for ecanomic recavery in such circum. 
stances would be anual. 

(d) Trade with Japan. Smaller transpor- 

ation costs would permit Japan to outbid the. 
world market for many of China‘s exports, 
Tn the cose of China's export of such tude 
commodities a coal, iron ore, and galt, Japan 
would be the eoly com iy important 
feasible market. in ee aeeen could, sell 
to China machinery railroad equipment 
which significantiy would ald the COP re- 
habilitation program. Trade, profitable to 
both countries, could in a few years total 15 
33-400,000,000 annually, an amount which 
would be a substantial pegtion of China's total 
foreign trade. 

Although Chinese antipathy toward the in- 
dustrial revival of Japan i: a pollifeal factor 
imilitating against such lnage-scale trade, it is 
very Likely that the urgent economies consid- 
erations of téecovery will override: such an oh- 
jection. Indeed, the CCP Ministry of indus: 
try and Commeres in Tiertain suggested re. - 
sumption of Japan tradé In April and Premier 
Yoshida has repeatediy declared that Japan 
“will and must" trade with China. Japan's 
inarkel, ag well as that af the US, is very im. 
portant in tie long run for the achleversent 
of Chinese economic independercs and re- 
covery, 








ENCLOSURE A 


CISSENT OF THE INTELLIGENCE ORGANIZATION, DEPARTMENT OF STATE 


‘The Inteldpence organization af the Depart. 
mentiof State dissents from the cubject report 
on the grounds that it does not gine adequate 
trentmment tothe fouplieations of the sntic- 
aio rhe palbedlathrargagecing comet gong 





in accorded this highly complex and technical 
subject makes for an over-simplification which 
is comadered unaalioiactecy in view of the im- 
portant policy decisions inevitably involved fn 
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